UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSON

Before Commissonars: Curt Hébert, ., Chairman;
William L. Massey, Linda Bresathitt,

and NoraMead Browndll.
Southwest Power Poal, Inc. Docket Nos. RT01-34-000  and
RT01-34-002
Entergy Services Inc. Docket No. RT01-75-000 and RTO1-
75-003

American Electric Power Sarvice Corporaion Docket No EC01-94-000
Oklahoma Gas and Electric Company Docket No. EC01-100-000
Western Resources Inc. and

Kansas Gas and Electric Company Docket No. EC01-103-000

Midwest Energy, Inc. Docket No. EC01-106-000
Kansas City Power & Light Company Docket No. EC01-108-000
The Empire Didrict Electric Company Docket No. EC01-109-000
Southwestern Public Sarvice Company Docket No. EC01-111-000
Cleco Power LLC Docket No. EC01-113-000

ORDER REECTING RTO FILINGS
(Issued duly 12, 2001)
On October 13, 2000, the Southwest Power Poal, Inc. (SPP) submitted a proposd, in Docket

No. RT01-34-000, saeking authorization to esablish itsdf as aRegiond Trangmisson Organizaion
(RTO), pursuant to the Commisson's characterigics and functionsfor RTOs, st forth in Order No.
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2000.  1n acompanion filing made on October 16, 2000, in Docket No. RTO1-75-000, Entergy
Sarvices, Inc., on behdf of the Entergy Operating Companies (colledtively, Ertergy), 2 requests
authorization to creete an independent, for-profit transmisson company (Transco) to operate within the
umbrdlaof and to operate under the overdght of the SPPRTO. Entergy dso seeks gpprovd, pursuant
to section 203 of the Federal Power Act (FPA) ® to trandfer the tranamission assets of the Entergy
Operaing Companiesto the Transco. 1n asubseguent filing, made by Entergy on December 29, 2000,
Entergy secks approva, pursuant to section 205 of the FPA, 4 for the rates and services that would
govern tranamission savice over the Transco's system.

Because the proposed RTO fails to sy the scope and regiond configuration requirements
st forth in Order No. 2000, we will rgect SPPs and Entergy's RTO filings. Wewill dso digmiss
without prejudice the section 203 filings pursuant to which tranamisson fadilities would have been
tranderred to the RTO and to the Transco. In an order to be issued concurrently, we aso will direct
SPP and Entergy to participate in mediation with others who have proposed RTOs in the southeedt for
the purpose of forming asingle RTO in the southeed.

Background

A. SPP and Entergy

SPPisan Arkansas norHprafit corporation with its prindpa place of busnessin Little Rock,
Arkansas. SPP currently has 13 trangmisson-owning members and sarves more than 6.5 million
cusomersin a400,000 square-mile areacovering dl or part of the Sates of Arkansas, Kansss,
Louigana, Missssppi, Missouri, New Mexico, Oklahoma, and Texas. SPPs membersindude 13
investor-owned utilities, seven munidpa systems eght generation and transmisson cooperatives, three
date authorities, one federd power marketing agency, one wholesde generator, and 17 power

'Regiond Transmission Organizations, Order No. 2000, 65 Fed. Reg. 809 (Jan. 6, 2000),
FERC Stas & Regs. 131,089 (1999), order on reh'g, Order No. 2000-A, 65 Fed. Reg. 12,088
(March 8, 2000), FERC Stats. & Regs. 131,092 (2000), petitions for review pending sub nom.,
Public Utility District No. 1 of Shohomish County, Washington v. FERC, Nos 00-1174, et d. (D.C.
Cir.).

2The Entergy Operating Companiesindude Entergy Arkansss, Inc., Entergy Gulf States, Inc.,
Entergy Louigang, Inc.,, Entergy Missssppi, Inc., and Entergy New Orleans, Inc.

316 U.S.C. § 824b (1994).
416 U.S.C. § 824d (1994).
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maketers 1N 1968, SPP became aregiond rdiability counal, within the North American Electric
Reliability Coundil (NERC). SPP begen administering regiond transmission sarvice on June 1, 1998, °

Entergy provides generd executive and adminidraive sarvices to the Entergy Operaing
Companies, which own and operate generation, tranamisson, and digribution fadilitiesin Arkansas,
Louisana, Missssppi, and Texas. The Entergy trangmission system comprises goproximatdy 15,000
miles of transmisson lines and extends from the southeastern portion of Missouri to the southern-most
part of Louisana It indudes the western part of Missssippi and the southeastern part of Texas.
Entergy was formerly an SPP member, but withdrew from membership in 1997. Effective September
1, 2000, Entergy rgjoined SPP as an associate member. However, for rdiability purposss, it remainsa
member of the Southeestern Electric Rdiahility Counal (SERC).

B. The May 17, 2000 Order

SPP previoudy sought recognition as an independent system operator (1S0) in Docket No.
EL00-39-000. Initsfiling in that proceading, SPP damed that it satisfied the Commisson's1SO
principles, as set forth in Order No. 888, © and that it dso stified the Commission's requirements for
RTOs, as st forth in Order No. 2000.

In an order issued May 17, 2000, 7 we found that SPP's regiond configuration, which exduded
itsformer members, such as Entergy, was inadequate. 8 We dso found that SPP's proposdl failed to
comply with Order No. 2000's requirement that an RTO proposd be accompanied by section 203
gpplications requeding trandfer of contral of the public utilities jurisdictiond trangmisson assetsto the

SSouthwest Power Poal, Inc., 82 FERC 1 61,267, order deferring effective date, 82 FERC
161,285 (1999).

®Promating Wholesdle Competition Through Open Acoess Non-discrimingtory Transmission
Savices by Public Utilities and Recovery of Stranded Codts by Public Utilities and Trangmitting
Utilities, Order No. 888, 61 Fed. Reg. 21,540 (May 10, 1996), FERC Stats. & Regs. 131,036
(1996), order on reh'g, Order No. 888-A, 62 Fed. Reg. 12,274 (March 14, 1997), FERC Stats. &
Regs. 131,048 (1997), order on reh'g, Order No. 888-B, 81 FERC 161,248 (1997), order on reh'g,
Order No. 888-C, 82 FERC 161,046 (1998), af'd in rdevant part Sub nom. Trangmisson
Access Policy Study Group., g d. v. FERC, 225 F.3d 667 (D.C. Cir. 2000), cart granted, 69
U.SL.W. 3574 (Nos. 00-568 (in part) and 00-809) and cart denied, id. (No. 01-800) (U.S. Feb 26,
2001).

"Southwest Power Pool, Inc., 91 FERC 161,137 (2000) (May 17 Order).
81d. at 61,350.
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RTO. ® In addition, we noted our finding in Order No. 2000 that an RTO must have operationd
authority for dl transmisson fadilities under its control. Accordingly, we found that Section 2.1.1 of
SPPs Membership Agresment, which provided that "' SPP shall not operate or direct the operation of
the Tariff Fadlities except in itsrole as Security Coordinator,” failed to sty the requirements of
Order No. 2000. 1

The Commisson conduded that SPPsISO/RTO proposal required modification if it wereto
mext the Sandards necessary for recognition asan RTO. Among other things, we directed SPP to
addressin any new proposal “whether it isfeasble for SPP to join with other groups engaged in
forming RTO'sin the region.”

C. March 28, 2001 Order

In an order issued on March 28, 2001, 1 we addressed certain aspects of SPPsand Entergy's
current filings, induding the issue of scope. We found thet we could not then gpprove the scope and
regiond configuration of the SPP RTO because SPP members hed failed to comply with previous
orders, and because SPP failed to discuss the feeshility of abroader RTO with other entities 94
FERC a 62,290. The Commission noted that severd intervenors were urging the Commission to think
big and rather than Smply gpproving the trandformation of exigting utilities into for-profit trangmisson
companiesto require utilitiesto forge truly regiond RTOs. 94 FERC at 62,295.

The Commisson noted thet while the proposed SPP RTO would serve afairly large,
contiguous geographic region, which is highly interconnected and has along history of cooperation asa
rliability council and earlier as a power poal, the bulk power sdes and purchese figuresin theregionin
which SPP and Entergy operate indicate that naturd markets extend beyond the presently proposed
SPP RTO borders We spedificaly mentioned SERC and the Midwest. We dso noted thet, in the
May 17 Order, we directed SPP to address whether it waas feasble to join with other groups forming
RTOsin the regions, but that SPPsfiling hed failed to address thisissue adequetdy. We concluded
that the SPP RTO Partnership, with itsindusion of Entergy, represents progress, but thet it does not
accommodate the full markets we know to exist. We stated that, before we could gpprove the RTO,
Applicants would have to persuade us that they had been diligent in complying with Order No. 2000.
We specificdly directed SPP and Entergy, ether separatdy or together, to engage in serious discusson
with neighbors concerning joining currently proposed RTOs. 94 FERC 62,296. We directed SPP and

9d. at 61,525-26.

109PPs Membership Agreement, asit rdates to SPPitsdlf (not SPP asan RTO), was
previoudy accepted by the Commission in Southwest Power Poal, Inc., 89 FERC 161,284 a 61,895
96 (1999).

Usouthwest Power Poal, Inc., 94 FERC 61,359 (2001).
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Entergy tofileajoint report no later than May 25 on the progress made in discussonsto join an
expanded RTO. Id.

We further noted that no SPP transmisson owner had committed to the SPP RTO Partnership
by filing asection 203 filing, and that only afew had committed to join the RTO. We further noted thet
many critical coordination details remained to be worked out concerning the MOU, the main document
of agreement between SPP and Entergy.

D. May 25filings

SPP and Entergy each submitted a filing on May 25, 2001, reporting on progress mede to
expand their RTOs. As an atachment to SPP's report was evidence that SPP daims demondrates thet
its proposad RTO satidfies the Commission's scope and configuration requirements. SPP d <o attached
evidence explaining SPPs further discussons with adjoining utilities regarding efforts to expand the
RTO or to join with athersforming an RTO. Fndly SPP described progressin agreaing to operating
protocols between SPP and Entergy, and submitted documents showing work done on congestion
management and balancing systems. SPP says that the effort to expand the RTO met with some
success with the addition of Cleco Power LLC (Cleco) to the propased RTO and with the decison by
SPP, the Midwes 1SO and Alliance to jointly hire an independent market monitor. SPP dso saysthat
it will continue to work on ssamsissues with the Midwest 1SO and Alliance. Findly SPP dated thet
jurisdictiond transmisson ownersin SPP would file gpplications pursuant to section 203 of the FPA to
trander contral of their trangmisson fadlities

Initsreport, Entergy described its efforts to expand the scope of the SPP RTO and newly-
agreadHto detalls of its MOU with SPP. Entergy Sates that based on its discussons with neighboring
entitiesfallowing the March 28 order, it bdieves tha "while there isa good chance for the negotiation
of seams or coordination agreements, there does not gppear to be an opportunity & thistimeto
develop a combined regiond trangmission organization that extends beyond the borders of the current
SPP members and Entergy.”

E Section 203 filings

A number of saction 203 filings have been filed to trandfer contral of tranamisson fadllitiesto the
proposed RTO or Transoo. Entergy induded arequest to trander transmission fadilitiesto its Transco
initsfiling in Docket No. RT01-75-000. In addition, gpplications werefiled to trandfer control of
jurisdictiond fadilitiesto SPP. - American Electric Power Sarvice Corporation filed in Docket No
EC01-94-000; Oklahoma Gas and Electric Company filed in Docket No. EC01-100-000; Western
Resources Inc. and Kansas Gas and Electric Company filed in Docket No. EC01-103-000; Midwest
Energy, Inc. filed in Docket No. EC01-106-000; Kansas City Power & Light Company filed in
Docket No. EC01-108-000; Empire Didrict Electric Company filed in Docket No. EC01-109-000;
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Southwestern Public Service Company filed in Docket No. EC01-111-000; and Cleco filed in Docket
No. EC01-113-000.

F. Notices and Responsve Pleadings

The Commisson granted intervention to those parties who requested intervention in response to
the Commisson's notices of SPPsand Entergy's RTOfilings 92 FERC a 62,292-93.

Notice of SPPsMay 25 filing was published in the Federd Register, 2 with interventions
comments, or protests due on or before June 18, 2001. Notice of Entergy's May 25 filing was
published in the Federd Regjigter, 1 with interventions, comments, or protests due on or before June
18, 2001.

Interventions were filed by the parties noted in the Appendix to thisorder. Protests and
comments werefiled by the parties noted below in our discussion section of this order, and as noted in

the Appendix.

Discusson

A. Procedurd Matters

Pursuant to Rule 214 of the Commission's Rules of Practice and Procedure, 1 the state
commisson's notices of intervention and the timely, unoppased mations to intervene serve to meke the
entities that filed these pleadings parties to those proceedings to which tharr interventions rlae.

B. Scope and Regiond Configuraion

1266 Fed. Reg. 32,944 (2001).
1366 Fed. Reg. 31,629 (2001).
1418 CF.R. § 385.214 (2000).
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In Order No. 2000, we held that an RTO must serve an gopropriate region, i.e., aregion of
sufficient scope and configuration to permit the RTO to effectively perform its required functions and to
support efficient and non-discriminatory power markets. 1°

Comments

Concerning SPPs conduson that the SPP/Entergy RTO scopeis adequate, Arkansas Cities
argue that SPP's evidence on higtoricd trading patternsis mideading becauseit is based on time
periods when pancaked rates have been in effect and when retall competition has been non-exigent.
Changesto these two factors will likely cause new trading petternsto develop. Arkansas Citiesdso
notes that Dr. Patton's examination of wholesale price arbitrage and price convergence between SPP
and Entergy indicates that an RTO limited to this region would achieve limited benefits beyond the
current Stuation. Thus, Arkansas Cities reasons that it would be morelogicd to look to alarger RTO
to achieve the gods st by the Commission.

Dynegy questions SPPs andys's of wholesdle markets because cartain transections have been
exduded that should have been made part of the andyss.

Golden Spread requests that the Commisson direct SPP to augment its proposd on RTO
soope by obtaining afirm commitment from SPSto trandfer operationd contral of SPSstranamisson
fadlitiesto SPP.

Indugtrid Consumers argues that the Commisson should convene atechnica conferenceto
promote consolidation of the RTO proposdsin the Southeedt.

Lafayette says that the addition of Cleco bringsthe SPP RTO daoser to the criterion for scope
and regiond configuration described in Order No. 2000.

Louigana Generating requests that the Commission rgect the compliance filings as not stifying
soope and configuration. Louidana Generaing does not agree with the condusions of Dr. Patton's
Study because that gudy assumes that trading between SPP and Entergy isfrictionless whichit isnot.
RTO boundaries should not be based on historicdl trading patterns where condiitions were different
from what is expected once RTOs are formed. The SPP RTO should not be gpproved until a broader
soopeisproposed. Also, Louidana Generating argues thet the Commission should not gpprove the
Oetailed protocols regarding the operation of the RTO, before the scope and configuration of the RTO
has been determined.

150rder No. 2000 a 31,079. We note thet the Commission has indicated in other orders
congdered contemporaneoudy with this order thet it intends, in the neer future, to evduatethe
importance of gandardizing generation interconnection procedures
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The City Coundil of New Orleans argues thet the proposed scope does not meet the
requirements of Order No. 2000 and that the Commisson should require SPP and Entergy to explorea
combination with the Midwes 1S0.

The Oklahoma Corporation Commisson agress with the results of SPPs andyss of wholesdle
markets and supports the proposed SPP RTO regiond configuration.

Williams recommends that the Commission not goprove the SPREntergy RTO proposd but
rather order expedited discuss ons between the SPP RTO participants and GridSouth or GridH orida,
with the objective of ther baing members of one or the other, and indude Southern Companies and
TVA inthexe discussons

Discusson

In response to our March 28 Order, SPP held discussons with Southern Companies, TVA,
Midwest 1SO, Crescent Moon, Associated Electric Cooperative, Sunflower Electric Power
Corporation, Alliance, UtiliCorp United and Cleco about expanding the scope and regiona
configuration of the proposed SPP RTO. Of those with whom SPP hed discussions, Cleco agreed to
jointhe proposed RTO. Entergy's regponse to the March 28 Order induded discussons with the
Southern Companiesand TVA.

Other then the addition of Cleco, who hed planned to participate in the RTO anyway, the
above discussons have led to no increase in the SPP RTO soope and regiond configuration. Whet is
undeer from the compliancefilingsis the nature and intengity of the discussons undertaken by SPP and
Entergy. Aswedaedinthe  March 28 Order:

Beforewe grant find gpprovd, the Applicants must persuade us that they have been diligent in
complying with Order No. 2000 for RTO regions. We want to see evidence of serious efforts
to form RTOsthat combine anumber of current RTO propasasto form mgor RTO regionsin
the South, in the Eadt, in the Midwest, and inthe West. Accordingly, we direct SPP and
Entergy (ather sparatedy or together) to look for opportunitiesfor an expanded RTO. To do
thisthey must engage in serious discuss ons with ther neighbors concerning the possibility for
combining with currently propossd RTOs and concerning the addition of heretofore
uncommitted transmission owners [19]

The compliance filings do not describe particularly intense or seriousdiscussons. Infadt, the
descriptions give the impresson that mogt of the discussons were somewhat casud in nature. Thereis

1694 FERC 61, 296.



Docket No. RT01-34-000, et d. -9-

no description of any type of negotiation or give-and-take between @ther SPP or Entergy and any
other erttity.

Also mising in the recounting of these discussonsisafull description of whet problemswere
encountered that prevent some new combination of entities thet would stisy the Commisson's scope
and regiond criterion. Thefilings only describe alack of interest on the part of other proposed RTOs
or other utilities Nowhereis there a description of what changes could be made or what could be
fixed in order to accommodate combination.

SPP did provide an andydsto show that the proposed RTO dready encompasses anaturd
wholesde dectric market. We redlize thet, with Entergy’s higory with SPP, wholesde adtivities within
the proposed RTO will outweigh sdesto other regions. In establishing RTOs, however, we are
looking beyond sdes under today's conditions. As Arkansas Cities points out, trading petterns would
be different in the absence of rate pancaking and once retail competition occurs

Wefind, aswedid in the March 28 Order aswell as other recent orders, thet, in order to meet
the scope and regiond configuration criterion of Order No. 2000, the RTO serving this region will need
to be larger than what has been proposad. We are looking to form asingle RTO in the Southeest and
the proposed SPP RTO does nat give us confidence thet the current proposd ismoving in thet
direction. It will take more than "being in contact” with potentid partners and "kegping the lines of
communication open.”

We do give credit to SPP and Entergy for combining efforts to propose an RTO to cover ther
repective areas and we find that the joint proposal does contain anumber of attributes that can be
caried forward to future proposals for amore gopropriate region. However, it does not do enough.
Accordingly, we find thet the scope and regiond configuration of the proposed SPP RTO does nat
satisfy Order No. 2000. 1

The Commisson has been atempting to fadlitate the development of large, regiond
tranamisson organizations reflecting naturd markets snce we issued Order No. 2000. Wefavor the
deveopment of one RTO for the Northeest, one RTO for the Midwest, one RTO for the Southeest
and one RTO for the West. Through their indgpendence from market participants, RTOs can ensure
truly non-discriminatory transmission service and will indill confidence in the market that will support the
billions of dollars of capitd investment in generaion and demand Sde projects necessary to support a
robug, rigble and competitive dectricity marketplace. RTOs are the platform upon which our
expectations of the subgtantia generation cogt savings to American customers are based.

\Wewill, accordingly, aso deny the section 203 filings listed in the caption, above, without
prgudice to thar being refiled with an RTO gpplication of broader regiona scope
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While therewill be"sart up' cogsin forming alarger RTO, over the longerterm, laage RTOs
will foster market deveopment, will provide increased rdidhility, and will resuit in lower wholesde
dectricity prices However, these savings will be ddayed, perhgps Sgnificantly, if RTOs are permitted
to develop incompetible structures and systems; or if we gpprove RTOs that do not encompass
wholesale market trading patterns.  Accordingly, we today direct the partiesin the Northeast and
Southeest to mediiation, under an expedited schedule.

In order to successfully encompass the neturd market for bulk power in the Southeed, it is
necessary that Southeastern transmisson owners combine to form one Southeestern RTO.  To fadilitete
this, we are isauing, concurrent with this order, a sgparate order thet directs the participantsin these
proceadings and the participantsin the procesdings in Docket Nos. RTO1-77-000 (Southern) and
RT01-74-000 (GridSouth), to participate in settlement discussons for 45 days before amediator and
gopropriate consultants to assist and provide advice during the mediation. 2 The order directing
mediation reguires the mediator to file areport within 10 days after the 45-day period, which indudes
an outline of the proposd to credte a Sngle Southeastern RTO, milestones for completion of
intermediate $eps and a deadline for submitting the joint proposd. Weintend to review the report and
may i1Ssue a subssquent order.

We encourage the sate commissonsto paticipate in these efforts. We bdievethar
participation will further the resolution of this matter. Likewise, we encourage (but do not require)
participantsin the proceeding in Docket No. RT01-67-000 (GridHorida LL C) to participate in this
mediation procesding aswel.

Asdiscussad above we are indtituting aprocesding to fadllitete formation of asingle RTO inthe
Southeest. However, it may be that the current combination of SPP and Entergy may be hampering
effortsto interest other playersin abetter combination. It may aso be thet, without the current rate
pancaking and once retaill competition occurs, the natural market for SPP and the naturd market for
Entergy will not be the same naturd market. 1t may be that SPPswill bein the Midwest, while
Entergy'swill bein the Southeedt. Thus, it may be thet SPP and Entergy should move in different
directions, with Entergy becoming part of the RTO forming in the Southeest, and SPP joining with
othersto form aregion-wide RTO in the Midwest. Neverthdess wewill direct SPP to participatein
the mediated settlement discussons directed above. If SPP and the other participantsin the settlement
proceadings determine thet SPP does not belong in the RTO that will be formed as aresult of those
Settlement proceedings, SPP should then look to the Midwest.

The Commisson ordars

185ee Regiond Tranamission Organizations, 96 FERC §_.__ (2001) (Docket No. RT01-100-
000).
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(A) TheRTO filings submitted by SPP and Entergy are hereby rgected.

(B) Thegpplicationsfiled in the above dockets for authorization to trandfer control of
jurisdictiond assets under section 203 of the Federd Power Act are hereby denied, without prejudice,
as premature.

By the Commisson. Commissoner Massey concurred with a separate

Satement atached.
(SEAL) Commissoner Bregthitt dissented in part with
aseparate Satement atached.

David P. Boergers,
Secretary.

Appendix

| nterventions, Comments and Protestsin Docket No. RT01-34-002

Louigana Genegrding LLC (Protest and Comments)

Williams Companies, Inc. (Commentsin oppogtion to goproval)
Sunflower Electric Power Corporation (Intervention)

Louisana Energy Users Group (Intervention)

Oklahoma Corporation Commisson (Intervention and Comments)
Enron Power Marketing, Inc.(Comments)

American Forest & Paper Assodation (Comments)

Arkansas Cities (Intervention and Comments)

Dynegy Inc. and Cord Power, L.L.C. (Protest)

Electric Power Supply Association (Protest)
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Golden Spread Electric Power Cooperaive, Inc. (Protest)

Indusdtrial Consumer Intervenors (Protest)

Lafayette Utilities System, the Louisana Energy and Power Authority and the Municipal Power Agency
of Missssppi (Intervention and Protest)

Coundil of the City of New Orleans, Louisana (Protest)

Nucor-Y amato Sted Company, Inc. and Nucor Sted Arkansas (Intervention)
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| nterventions, Comments and Protestsin Docket No. RT01-75-003

Williams Compenies (Comments in Oppogtion)
Louigana Genegrding LLC (Protest and Comments)
Louisana Energy Users Groups (Intervention and Protet)
Enron Power Marketing (Comments)

Arkansas Public Sarvice Commission (Comments)
Indudtrial Consumer Intervenors (Protest)

American Fores & Pgper Assodation (Comments)
Arkansas Cities (Intervention and Comments)

Dynegy Inc. and Cord Power, L.L.C. (Protest)
Clarksdde Public Utilities Commission (Protest)

Lafayette Utilities Sysem, the Louisana Energy and Power Authority and the Municipal Power Agency
of Missssppi (Intervention and Protest)

Coundil of the City of New Orleans, Louisana (Protest)

Nucor-Y amato Sted Company, Inc. and Nucor Sted Arkansas (Intervention)
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(Issued duly 12, 2001)
MASSEY, Commissioner, concurting:
In ordersissued today addressing the Northeast RTO proposas! and the Southeast RTO

proposals,? the Commission adopts asits firm objective asingle RTO for the Northeest, one for the
Southesdt, one for the Midwest, and one for the Wedt. We sate

'Docket Nos. RT01-2-000, RT01-98-000, RT01-10-000, RT01-95-000, RT01-86-000,
and RT01-94-000.

Docket Nos. RT01-74-002 and -003, RT01-77-000, RT01-34-000 and -002, and RTO1-
75-000 and -003.
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this objective for four RTOs covering the entire nation. With this dear Satement, we at long last
provide much needed guidance to the indudtry for getting RTOs in place and ddivering thar bendfitsto
the nation's dectricity consumers. Thisguidanceislong overdue. | have long advocated providing such
guidance, and bdieve we could have saved vduable time by articulaing it eghteen months ago indead
of now. But better |ate than never. | am plessed that we are moving aheed today.

We show anew resolve today dso by directing the partiesin the Northeest and thosein the
Southeedt to formd mediiation in order to establish a plan for forging asingle RTO for their regions and
atimetable for doing 0. | srongly support this gpproach. A skilled, neutrd judge will help resolve the
tough issues that will surdy arise and will be able to provide trusted advice to the Commission if and
when we need to gepin. If thisjob isgoing to get done in due time, the presence of amedigor is
absolutdy necessary.

Whilel am very pleasad with the resolve we are showing in the Northeest and the Southeed, |
am disgppointed thet we are not gpplying thet sameresolvein dl regions To fadlitate the timely
development of the Sngle Midwest RTO, which our orders today Sate as aclear objective, | would
direct Alliance, the Midwest SO, and the Southwest Power Pool to a mediation proceeding with the
same objective and timetable as that for the Northeest and Southeest RTOs. The settlement thet we
approved between the Alliance and Midwest ISO was abold step in the right direction, but those
inditutions should have been directed toward asingle RTO from the outsst. And SPPwould add even
gregter scopeto the Midwest RTO. In this order, we direct SPP to the Southeastern mediation but
recognize they may wel bdong in the Midwes. | bdieve they do and we should provide now the
needed direction and forum for SPP to accomplish its RTO responghilities. Although | am pleased
with the progress we make today, | am somewheat disgppointed that we once again miss agolden
opportunity to achieve in the Midwest what we ingst upon in the Southeest and the Northees.

Therefore, | concur with today's order.

William L. Maszy
Commissoner
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Breathitt, Commissoner, dissating, in part:

Since the Commission began promating RTOs as a meansto remove barriers and impediments
to wholesdle dectricity markets, | have been fully committed to the god of implementing RTOs
However, | am dissanting, in part, to express my objections to specific language in this order and other
RTO orders on today's agenda supporting the creation of four RTOs in the country. | agree with the
mgority's dam that the Commisson has been attempting to fadilitate the devdopment of large RTOs
reflecting naturd markets snce we issued Order No. 2000. That was our stated god and onethét |
have ectivey pursued. However, today's orders go further by stating that the Commisson "favorsthe
deve opment of one RTO for the Northeedt, one RTO for the Midwest, one RTO for the Southeedt,
and one RTO for theWes." | do nat necessaxily favor such deve opmentt.
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When the Commission ddiberated over how to atain our mutua objective of RTO formation,
we decided to adopt an open collaborative process thet relied on voluntary regiond participation. The
intent was to desgn RTOs S0 that they could be tailored to the specific needs of each region. We
specificaly dedined to propose fixed or goedific regiond boundaries under section 202(a) of the FPA.
Ingtead, we concluded, as amétter of policy, that we would not attempt to draw boundaries, based
upon our conviction that transmission owners, market participants, and regulatorsin a particular region
have a better understanding of the dynamics of the transmisson sysem in thet region, and thet they
should propose the gppropriate scope and regiond configuration of an RTO. We did not soedificdly
endorse one particular scheme of RTO configuration, but opted instead to establish gppropriate
guiddinesto ad in RTO devdopment. In fact, our regulation requires only thet an gppropriate region is
one of sufficent scope and configuration to parmit an RTO to mantain rdiability, effectivey perform its
required functions, and support efficdent and non-discriminatory power markets.

Today's order represents a dramatic departure from the gpproach we pursued in Order No.
2000 to the extent thet it directs the formation of four spedific RTOs. Just as some commentersto our
RTO rulemaking feered, the Magic Markers have come out, and the boundaries are baing dravn with
little regard to the Satus and timing of RTO formation effortsin various regions of the country. This
was not my intent at the time we issued Order No. 2000; and the events Since we issued Order No.
2000 do not compd me to embrace this palicy shift. Parties have gpent many hours and countless
resources in negatiations, callaborations, and complicated business Srategy sessonsto deveop
reasonable RTO goproaches. Theimpact of the mgority's directive that these four RTOs be formed
could be to render these efforts usdless and force parties to begin the difficult and time-consuming
process anew. For example, the Midwest 1O -Alliance settlement, which the Commission gpproved
and which represented a tremendous effort by many parties, could unrave.

If the mgority bdieves that the Commisson should depart from the badic philasophies
embodied in Order No. 2000, then | believe it would be only gppropriateto initiate aformd notice-
and-comment rulemaking proceeding S0 that we could meke a reasoned decison informed by the
views of the gakehaldersin this process — date commissons, chief among others.

Fndly, | do not adopt the mgority's assartion that forming larger RTOswill result in lower
wholesdle dectricity prices Thisisalaudable god, and assuch, | embraceit. Asagenerd
proposition, Order No. 2000 encouraged the devel opment of

large RTOs However, the promise of lower wholesdle dectricity pricesisonethat |, asafederd
offidd, am not willing to meke to consumers a thistime

For these reasons, | respectfully dissent.
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LindaK. Bresthitt
Commissoner



